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Abstract: This study examines the effect of dividend policy and business risk on firm 
value and capital structure. Moreover, this study analyzes the role of capital structure 
in that relationship simultaneously. The relationship between these variables has been 
a debate in the capital market literature. Using manufacturing companies listed on 
Indonesia Stock Exchange (IDX) for years 2012-2018, this study takes into account that 
the dividend policy and business risk do not directly impact the firm value. Thus, we 
examine 41 companies that meet the sample criteria. The result shows that dividend 
policy and business risk have a positive effect both on firm value and capital structure. 
Then, capital structure has a role in mediating the effect of dividend policy, and business 
risk on firm value has been confirmed.  
 
Keywords: Capital Structure, Dividend Policy, Business Risk, Firm Value. 
 
Abstrak: Penelitian ini menguji pengaruh kebijakan dividen dan risiko bisnis pada nilai 
perusahaan. Selain itu, penelitian ini menganalisa peran struktur modal pada 
hubungan itu secara bersamaan. Hubungan antara variabel-variabel tersebut telah 
menjadi perdebatan dalam literatur pasar modal. Dengan menggunakan perusahaan 
manufaktur yang terdaftar di Bursa Efek Indonesia (BEI) selama tahun 2012-2018, 
studi ini memperhitungkan bahwa kebijakan dividen dan risiko bisnis tidak berdampak 
langsung terhadap nilai perusahaan. Dengan demikian, kami memeriksa 41 
perusahaan yang memenuhi kriteria sampel. Hasilnya menunjukkan bahwa kebijakan 
dividen dan risiko bisnis memiliki pengaruh positif baik pada struktur modal maupun 
pada nilai perusahaan. Kemudian, struktur modal memiliki peran untuk memediasi 
pengaruh kebijakan dividen dan risiko bisnis pada nilai perusahaan telah 
terkonfirmasi.  
 
Kata kunci: Struktur Modal, Kebijakan Dividen, Risiko Bisnis, Nilai Perusahaan. 
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1. Introduction 
This study examines the influence of policy and business risk on firm value and 
capital structure. Literature shows mixed results about that relationship (Barros et al., 
2019). Some studies prove the positive, negative, and insignificant influences. 
Therefore, this study investigates whether the relationship is likely to be mediated by 
another variable. Thus, this study takes into account whether the capital structure can 
imposition the relationship. 
Capital structure is the balance between the amount of debt with its capital owned 
by the company (Brigham & Ehrhardt, 2010). Therefore, there needs to be a policy to 
balance both wishes through the dividend policy. A company has the optimal capital 
structure if they have a combination of debt and equity (external source) that maximizes 
the stock price of the company. The financial manager is required to create an optimal 
capital structure by collecting funds from inside and outside the company efficiently, 
which means that the funding decision can minimize the cost of capital or maximize 
firm performance. Decisions taken by the company's financial managers will affect the 
firm value represented by the stock price. 
On the other hand, business risk factors can affect capital structure through debt. 
The business risk will increase when the company has high debts to meet the needs of 
its funding because the cost burden incurred by the company has also increased. The 
business risk may also increase due to competition in the increasingly stringent business 
world. Therefore, to mitigate such risks should be supported with excellent performance 
for the company's goal to maximize profit achieved. 
According to signaling theory, the decision making of the dividend policy can 
provide signals or information to external parties. The increasing dividend payment by 
the company to investors is considered good news. The firm value will increase when 
the company decides to distribute dividends. It aims to maximize shareholder value, 
and the resulting cash flow is the property of shareholders (E. F. Brigham & Ehrhardt, 
2010). 
Two theories have different thoughts on the capital structure, namely pecking order 
theory and trade-off theory. Pecking order theory (Myers, 1984) raises the selection of 
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the company's funding source by order. The first order is internal financing (retained 
earnings). In the event of a financial deficit, the company chooses an external loan in 
the form of debt compared to issuing a new stock because the long-term debt emission 
costs are lower than with new stock emission costs. Also, the manager's concern that 
new stock issuance could be interpreted as bad news for a financier, resulting in 
declining the firm value. 
On the other hand, the trade-off theory explains the relationship between taxes, 
bankruptcy risk, and the use of debt caused by the decision of the capital structure taken 
by the company (Brealey et al., 2008). The purpose of the trade-off theory is to balance 
the benefits and sacrifices incurred as a result of debt use (Myers, 1984). Thus, decisions 
about determining capital structure are essential to the company.  
Then, this paper is organized as follows. Section 2 explains the theoretical 
framework and how hypotheses are developed. Section 3 presents the data and the 
research method. The statistical results and analysis are provided in section 4. Finally, 
section 5 presents conclusions, limitations, and future research. 
2. Theoretical Framework and Hypothesis Development  
2.1. Signaling Theory 
Signaling Theory is a management step to provide implicit instructions to investors 
on how investors perceive the prospects of the company (Bhattacharya, 1979; John & 
Williams, 1985; Miller & Rock, 1985). This theory refers to the thought that the 
manager gives investors a signal of how they see the company's prospects  (Brigham & 
Houston, 2010; Mustofia et al., 2019). It aims to raise the firm value. The signals given 
are information about what the management has done to realize the wishes of the owner.  
Dividend announcements always get a response in the capital market, both positive 
and negative (Dasilas & Leventis, 2011). Based on the signaling hypothesis by 
Bhattacharya (1979), the dividend increase is usually often followed by rising stock 
prices. The literature has also proved to be such research as Woolridge (1982), Bajaj & 
Vijh (1990), Dyl & Weigand (1998), Nissim & Ziv (2001), and Lie (2005). Conversely, 
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the decline in dividends in general causes the stock price to drop (Impson, 1997). As 
such, the cash dividend serves as a signal of cash flow in a profitable. 
2.2. Pecking Order Theory 
Myers & Majluf (1984) Formulate a theory of capital structure called pecking 
order theory. This theory bases the information of asymmetry (asymmetric information) 
that management has more information about the prospects of the company than 
investors (Brealey, Myers, & Allen, 2008; Myers & Majluf, 1984). This asymmetric 
information affects the choice between internal funds source or external funds (debt) as 
well as additional capital participation from the internal funds or publishing new equity. 
Pecking order theory states the order of funding that can be chosen management  
(Brealey, Myers, & Allen, 2008; Jahanzeb et al., 2013). First, the company prefers 
internal funding. Second, the company will endeavor to adjust the dividend distribution 
ratio with the investment opportunity encountered. It is an attempt not to make a 
substantial change in dividend payments. Third, dividends payments that tend to be 
constant in volatile conditions result in internal funds sometimes overused or lacking to 
invest. If the funding for the operation is less than the investment requirement, the 
company will reduce the cash balance or sell the securities owned. Fourth, if external 
funding is required, the company will issue the safest securities first. The issuance of 
securities will be initiated from the issuance of bonds, then bonds that can be converted 
into its capital just finally issued new stock.  
The company prefers external financing in the form of debt versus issuing new 
shares (Brealey, Myers, & Allen, 2008; Jahanzeb et al., 2013). It happens because long-
term debt emission costs are cheaper compared to new stock emission costs (Baskin, 
1989; Shyam-Sunder & Myers, 1999). Also, Holmes & Kent (1991) and Hamilton & 
Fox (1998) found that managers were worried that the new stock issuance made him 
lose control of the company. Thus, the issuance of new shares was an option of the last 
choice in the decision taken (Bistrova et al., 2011; Huang & Ritter, 2009). 
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2.3. Trade-off theory 
The trade-off theory explains the relationship between taxes, bankruptcy risk, and 
the use of debt caused by the decision of the capital structure taken by the company 
(Brealey, Myers, & Marcus, 2008; Kraus & Litzenberger, 1973). This theory intends to 
balance the benefits and sacrifices incurred as a result of debt use (Frank & Goyal, 2003; 
Myers, 1984). The trade-off model assumes that the company's capital structure is the 
result of a trade-off of the tax profit using the debt and costs that will arise as a result 
of the use of the debt (Brigham & Houston, 2010). The company can increase debts 
during more significant benefits. However, if the sacrifice due to debt use has already 
been greater, additional debt is not allowed. Sacrifice for using the debt can be in the 
form of bankruptcy cost and agency cost. 
2.4. Firm Value 
Firm value is an investor's perception of the company based on the stock market 
price. The stock price was formed upon the strong demand and supply that occurred in 
the capital market (Sia & Tjun, 2011). Hing stock market prices depict high company 
values (Ernawati & Widyawati, 2015; Prasetia et al., 2014). The high firm value 
illustrates the excellent performance of the company (Brigham & Gapenski, 1996). 
Thus, the high firm value can be measured using the stock market price. It will make 
the market believe that the firm is not only able to perform at this time but also have 
prospects in the future (Prasetia et al., 2014). Therefore, the company seeks to increase 
the stock market price to show good performance results and improve the welfare of 
the owner.  
2.5. The Effect of Dividend Policy on Firm Value 
Decision making about the dividend policy often affects the share price (Barros et 
al., 2019). Kraft et al. (2013) and Anderson & Reeb (2003) indicate that companies that 
pay dividends have an abnormal return than the company that does not. It relates to 
signaling theory that the dividend payment by the company to investors is regarded as 
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good news. Furthermore, the positive signals increase the stock price and ultimately 
increase the firm value. 
Studies that test the influence of the dividend policy against the firm value still 
have not demonstrated consistent results. Barros et al. (2019) said that the discussion 
about this policy dividend is controversial. Some argue that a policy dividend is relevant 
to firm value, but on the other hand, the agency theory claims that both things are 
relevant. Then, Kraft et al. (2013) indicate that the dividend policy has a positive and 
significant effect on the firm value. However, the research channeled by Mardiastanto 
& Raharjo (2014) indicates that the dividend policy does not affect the firm value. Thus, 
the proposed hypothesis was: 
H1. The dividend policy has a positive effect on firm value. 
2.6. The Effect of Business Risk on Firm Value 
Business risk is the predictability of the projection of returns on future assets 
(Brigham & Houston, 2010). These risks can be described by the probability of failure 
of the company in operation or environment. Such failures may interfere with the 
Organization's ability to make a return on investment, even under certain circumstances 
that may affect the company's capabilities. The value of companies that have high 
business risk will also drop in the eyes of investors when bankruptcy occurs. 
Consequently, the assets owned by the company will be sold to settle a large amount of 
debt compared to return the value of the invested share of the investor. 
The literature on the influence of business risk to the firm value shows mixed 
results. The research of Wiagustini & Pertamawati (2015) shows that business risk is 
negatively and significantly influential. However, Reswari et al. (2016) found that the 
business risk of influence is not significant to the firm value. This research uses the 
EBIT ratio to measure business risk. This ratio is one of the ratios for predicting the 
bankruptcy level of a company proposed by Altman (1968). The EBIT ratio 
demonstrates the company's ability to generate profits. When the company can generate 
profit, the company value will be good. Thus, the proposed hypothesis was: 
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H2. Business risk has a positive effect on firm value. 
 
2.7. The Effect of Dividend Policy on Capital Structure 
The dividend policy is a decision whether profits earned will be distributed to 
shareholders as dividends or will be withheld as retained earnings (Deitiana, 2011). 
Policy on dividend payments is a crucial decision in a company. This policy involves 
two parties that have different interests, namely the first Party of shareholders, and the 
second party is the company itself.  
On the other hand, Brigham & Houston (2010) argued that any dividend payments 
made by the company to shareholders could affect the high low of the company's 
external equity. Following pecking order theory (Myers & Majluf, 1984) states that the 
company is prioritizing internal funds to meet its needs. If the company's internal funds 
are not adequate for the necessary needs, the company will use an alternative to find 
external funds in the form of debts. The higher the proportion of debt used for a 
company's capital structure, the higher the number of obligations. The increase in debt 
affects the sizeable net profit available to investors, including dividends that will be 
accepted, as these obligations are prioritized more than dividend distribution (Kraft et 
al., 2013). Thus, the proposed hypothesis was: 
H3. The dividend policy has a positive effect on capital structure.  
 
2.8. The Effect of Business Risk on Capital Structure 
Business risk is uncertainty over the projection of returns on future assets (Brigham 
& Houston, 2010). The uncertainty is an assumption of future revenue projections if the 
company does not use debts (Yeniatie & Destriana, 2010). Companies can have a high 
business risk when the company uses high debts (Ria & Lestari, 2015). It means that 
the business risk increases with the increase in costs of the company's loans. 
The literature shows that business risk is one of the determinants of the corporate 
capital structure (Brealy & Myers, 1988; Castanias, 1983; Chakraborty, 2015; Kale et 
al., 1991). However, previous research, still showing mixed results. On one side of the 
literature shows that business risk is negatively affecting the capital structure (Bradley 
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et al., 1984; Flath & Knoeber, 1980; Friend & Lang, 1988). Some studies have found 
ambiguous results (Scott Jr, 1976; Wald, 1999). Some studies have also found no 
significant association (Reswari et al., 2016; Titman & Wessels, 1988). On the other 
hand, the literature shows a positive relationship between the two (Chu et al., 1992; 
Kim & Sorensen, 1986; Myers, 1977; Wiagustini & Pertamawati, 2015). This study 
held the final opinion predicting that the business risk has a positive effect on the capital 
structure. It is because significant business risks can reduce the agency cost of debt. 
Thus, the proposed hypothesis was: 
H4. Business risk has a positive effect on capital structure. 
 
2.9. The Effect of Capital Structure on Firm Value 
The capital structure is the proportion of funding between debt and equity  (Weston 
& Copeland, 2010). The capital structure is one of the financial decisions faced by the 
company's financial managers. In this case, the financial manager should decide by 
comparing the debt and equity used for operations (Cuong & Canh, 2012). It is found 
that the combination of a long-term source of funds consisting of two primary sources, 
which are derived from internal and external companies (Rodoni & Ali, 2010). The 
decision to choose the funding source or the composition of the selection of the funding 
is called the capital structure. 
An optimal capital structure occurs when a balance between risk and return 
achieved. The optimal capital structure can be interpreted as a capital structure that has 
a proportion of debt to the equity that is higher than that of its industry average (Van 
Horne et al., 2013). It means that companies can minimize the cost of overall capital 
use or average capital costs to maximize the firm value. Therefore, it is necessary to 
have an optimal balance between the debt and its capital. 
The first research to theoretically test the influence of the capital structure to the 
firm value is Modigliani & Miller (1958). Unfortunately, the literature shows mixed 
results in the relationship (Booth et al., 2001; Fama & French, 1998; Graham, 2000). 
Nieh et al. (2008) pointed out that the debt ratio affects firm value positively. It means 
that the optimal debt ratio can improve firm value. However, the research conducted by 
Irawati and Komariyah 
215 
 
Elkelish (2007) showed that the debt to equity ratio has no impact on firm value. Thus, 
the proposed hypothesis was: 
H5. Capital structure has a positive effect on firm value. 
 
2.10. The Effect of Dividend Policy and Business Risk on the Firm Value Mediated 
by the Capital Structure. 
Management needs to make the right decision to produce an optimal dividend 
policy. It means that management can create a balance between current dividends and 
future growth to maximize the firm value. The larger the company's debt, the dividend 
being distributed decreases, it affects the lower the value achieved by the company 
(Kristianti, 2013). Based on the signaling theory (Bhattacharya, 1979), a decision on 
the dividend policy can provide signals or information on the external authorities 
regarding the condition of the company. Thus, the investor sees the company able to 
manage the operation well, so it has an optimal capital structure. The positive views 
will indirectly increase the firm value, as investors will tend to choose it for investment.  
This research intends to investigate whether the capital structure is the relationship 
between dividend policy and business risk to the firm value. Thus, the proposed 
hypothesis was: 
H6. The capital structure mediates the influence of dividend policy on firm value. 
H7. The capital structure mediates the influence of business risk on firm value. 
Figure 1. 
Research Model  
 
 
 
 
 
 
 
 
Dividend Policy 
Business Risk 
Capital Structure 
Firm Value 
H4 (+) 
H5 (+) 
H1 (+) 
H2 (+) 
H3 (+) 
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3. Research Method 
3.1. Data Selection and Collection Approach 
This study uses data derived from the annual report of manufacturing companies 
from the 2012-2018 period. The selected company is a manufacturing company listed 
on Indonesia Stock Exchange (IDX) and publishes its annual report consistently from 
2012 through 2018. The companies listed on the exchange during the research period 
are as many as 168 companies, but 33 of them do not publish annual reports 
consistently. Also, this research limits samples to companies that use rupiah currency 
and gains and distributes dividends during the research period. More specifically, the 
company must have information about the dividend policy, business risk, capital 
structure, and company value. This study issued 94 companies from samples for not 
meeting these criteria. Thus, the final samples used in this study were as many as 41 
companies in times with seven years of observation. In detail, table 1 presents the data. 
Table 1. 
Sample Characteristics. 
 
Criteria n  
An IDX-listed manufacturing company in 2012-2018 168 
Companies that do not publish financial statements and annual reports 
consistently during the year 2012-2018 
(33) 
Companies that do not have the completeness of data on dividend policy, 
company growth, business risk, capital structure, and firm value. 
(3) 
 
Financial statements do not use IDR currency (9) 
Manufacturing companies not distributing dividends during the year 2012-2016 (73) 
Manufacturing companies that do not earn a profit during the year 2012-2016 (9) 
Year of observation  7 
Total samples 287 
 
3.2. Measurement 
The dividend policy in this study was proscribed with the dividend payout ratio 
(DPR). This ratio is used to measure the amount of net profit distributed as dividends 
to each holder of one common stock sheet (Gibson, 2001). The dividend payout ratio is 
calculated using the formula: 
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DPR = 
Dividend Per Share 
Earnings Per Share 
 
The measurement of business risk in this study refers to Erdiana & Mawardi 
(2011), which is measured by the standard deviation of the Earnings Before Interest and 
Tax (EBIT) ratio compared to the total assets. According to the rule of thumb, the 
standard deviation is high if the value is more than one. Business risk is calculated using 
the formula: 
Business risk = 
σ EBIT 
Total Asset
 
The capital structure in this study is a comparison of all debts with its capital Debt 
to Equity Ratio (DER). This measurement refers to the research of Chowdhury & 
Chowdhury (2010) and Muhammad et al. (2014). DER is calculated using the formula: 
DER = 
Total Liability 
Total Equity 
 
One of the alternatives used to measure the firm value is Tobin's Q. This research 
measures the firm value using Tobin's Q, which refers to the research of Chung & Pruitt 
(1994) and Salim & Yadav (2012). This ratio provides the best information in terms of 
all elements of debt and stock capital of the company. Tobin's Q is calculated through 
the number of Market Value of Common Stock, Preferred Stock, and Book Value of 
Debt compared to the company's total assets. The firm value is measured using the 
formula: 
Tobin’s Q = 
MVCS + PS + D 
TA 
 
3.3. Data Analysis 
This study uses the Partial Least Square (PLS) following a variant-based Structural 
equation Modeling (SEM) equation model that can simultaneously perform structural 
testing. PLS is a soft analysis method because it eliminates the assumptions of Ordinary 
Least Squares (OLS), such as having to distribute the normal multivariate and the 
absence of the problem of multicollinearity between variables exogenous (Kotz et al., 
1982). 
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This study uses two stages of analysis of the structure model on PLS. First, the 
inner model analysis examines to ensure that the structural model is constructed robust 
and accurate. Evaluation of Inner models can be seen from several indicators, namely 
coefficient of determination (R2), predictive relevance (Q2), and Goodness of Fit Index 
(GoF). The study evaluates structural construct models with Average R-Square (ARS), 
Average Path Coefficient (APC), and Average Variance Inflation Factor (AVIF). ARS 
used to assess the magnitude of the influence of exogenous, endogenous, and mediation 
variables can be said to be good if the value of the ARS is <0.05. APC is used to view 
the relationship between variables that can be said well if the APC value is <0.05. AVIF 
is used to view the magnitude of the correlation between endogenous/multicollinearity 
variables that can be said well if the AVIF value is <5. Secondly, the hypothesis testing 
was analyzed at 5% significance level. 
4. Results and Discussion 
4.1. Descriptive Statistical Analysis 
Table 2 describes the descriptive statistics analysis results. The information 
presented mean, standard deviation, and range. The mean represents a value of 2.259, 
a standard deviation of 3.858, as well as a range of difference between the high and 
maximum values. The dividend policy measured using the Dividend Payout Ratio 
(DPR) shows an average value of 0.003, a standard deviation of 0.004, and a less high 
range. The average business risk variable indicates a value of 0.053, a standard 
deviation of 0.043, and a high range. The capital structure measured using the Debt 
Equity Ratio (DER) shows an average value of 0.813, a standard deviation of 0.773, 
and a high range. 
Table 2. 
Descriptive statistics. 
Variable Mean Standard deviation Range 
Nilai Perusahaan 2,259 3,858 -1,089 - 29,250 
Dividend policy 0,003 0,004 0,000 - 0,041 
Risiko Bisnis 0,053 0,043 0,006 - 0,411 
Struktur Modal  0,813 0,773 0,079 - 5,152 
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4.2. Inner Model Analysis  
Table 3. 
Inner Model Test Results 
Variable R-Square 
Dividend policy (DPR) - 
Business risk (BSR) - 
Capital structure (DER) 0,14 
Firm value (FRV) 0,40 
 
This study analyzes the inner model using the Q-Square predictive Relevance (Q2) 
value size which is calculated based on the R-Square value of each variable. The value 
of Q2 is: 
Q2  = 1 – (1 - R2DER)  (1 - R2FRV) 
= 1 – (1 – 0,14) (1 – 0,40) 
= 1 – (0,86)(0,6) 
= 1 – 0,516 
= 48,4% 
 
Based on the calculations, the value of Q2 is 48.4%, indicating that the dividend 
policy and business risk variables in this study were able to explain the firm value 
variables at 48.4%. At the same time, the remainder amounted to 51.6% Described by 
other variables.   
To test the goodness of fit models, the APC, ARS, and AVIF indicators are used. 
Table 3 shows the result of the fit indicator, i.e., Average Path Coefficient (APC), 
Average R-squared (ARS), and Average Variance Inflation Factor (AVIF). All the 
goodness of fit criteria in the test are met evidenced by the P values for APC, and ARS, 
respectively, are < 0.001, which means significant. Meanwhile, the value of AVIF is 
also fulfilled because its value is less than 5.  
Table 3. 
Goodness of Fit 
Criteria Cut-off standards 
APC = 0,274    P < 0,001 
ARS = 0,270    P < 0,001 
AVIF = 1,097 < 5 
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4.3. Hypothesis Testing 
This study tested the hypothesis using WarpPLS. Hypotheses are supported when 
the P-value is less than 5%. The relationship between dependent variables and 
independent variables in this study can be seen from the value of the path coefficient 
(β). A positive sign in β indicates a positive relationship between independent variables 
and independent variables. According to table 4, all hypotheses are supported. H1 states 
that the dividend policy has a positive effect on the firm value; this hypothesis is 
supported by β values of 0.28 and P < 0.01. It results in line with Kraft et al. (2013) that 
the dividend policy has a significant positive effect on the firm value.  
H2 states that business risk has a positive effect on the firm value; this hypothesis 
is supported by a positively marked β value of 0.41 and P < 0.01. Thus, business risk 
has a significant positive influence on firm value. It means that the company, with the 
ability to generate profits, can increase firm value. Furthermore, H3 and H4 state that 
the dividend policy and the business risk positively affect the capital structure are also 
supported. It means that the capital structure is determined by the dividend policy and 
the business risk. Thus, it implies that the managers should make the decision that 
considers optimal cost and benefit. 
Last, H5 states that the capital structure has a positive effect on the firm value 
supported by a positively marked β value of 0.20 and P < 0.01. Therefore, the capital 
structure has a significant positive effect on firm value. It means that the optimal debt 
ratio can improve the firm value, as Nieh et al. (2008) suggested. Then, statistic results 
are presented in Table 4. and Figure 2. 
Figure 2. 
Result of hypothesis testing  
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Table 4. 
Hypothesis Testing Results Summary 
 
Hypothesis Coefficient (β) P-Value Result Relationship 
H1 0,28 <0,01 Supported (+) 
H2 0,41 <0,01 Supported (+) 
H3 0,23 <0,01 Supported (+) 
H4 0,25 <0,01 Supported (+) 
H5 0,20 <0,01 Supported (+) 
 
4.4. Mediation Analysis 
This study tested three equations model to analyze the role of mediation, as 
suggested by Baron & Kenny (1986). Equation 1 examines independent variables 
(dividend policy and business risk) against dependent variables (corporate values). 
Equation 2 examines independent variables (dividend policy and business risk) against 
variable mediation (capital structure). Equation 3 tests independent variables (dividend 
policy and business risk) against dependent variables (corporate values) through 
mediation variables (capital structure).  
According to Baron & Kenny (1986), mediation testing can be done if equation 
one and equation 2 indicate significant influence. If both criteria are met, Equation 3 
can be run. Dependent variables are examined on independent variables and mediation 
variables. If it is not supported, the test must be stopped. A variable has a full mediation 
effect if independent variables (dividend policy and business risk) have no influence on 
the dependent variable (company value) when inserted mediation, or in this case, is 
equation 3. Then, a variable has partial mediation influence when the value of β in 
equation 3 differs from the β value in equation 1. 
Table 5 shows the test results for each equation. In equation 1, the dividend policy 
and business risk to the firm value have a significant effect with each value of β = 0.26 
and β = 0.48, P < 0.01. In Equation 2, the dividend policy and business risk have a 
significant effect on the capital structure with each value of β = 0.23 and β = 0.25, P < 
0.01. Besides, the relationship between dividend policy and business risk to the firm 
value remains significant when the capital structure is added as a mediation variable. It 
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indicates that the capital structure is partially mediate. Thus, this test supports H6 and 
H7. 
 
Table 5. 
Mediation Impact Testing Results 
Variable Coefficient (β) P-Value 
Equation 1: 
Dividend policy 
Business risk 
 
0,26 
0,48 
 
<0,01 
<0,01 
Equation 2: 
Dividend policy 
Business risk 
 
0,23 
0,25 
 
<0,01 
<0,01 
Equation 3:  
Dividend policy 
Business risk 
Capital structure 
 
0,28 
0,41 
0,20 
 
<0,01 
<0,01 
<0,01 
Significant at 5%   
Equation 1: R2 = 0,37, Variabel Dependen: Firm Value 
Equation 2: R2 = 0,14, Variabel Dependen: Capital structure 
Equation 3: R2 = 0,40, Variabel Dependen: Value 
 
 
 
 
 
 
 
 
 
 
 
Figure 2. 
Equation 1 
Figure 3. 
Equation 2 
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5. Conclusion, Implication, and Limitation 
This research provides empirical evidence of the relationship between dividend 
policy, business risk, capital structure, and corporate value. Dividend policy and 
business risk affect the capital structure positively, and capital structure also affects the 
firm value. This study also found evidence that the capital structure can mediate the 
effect of dividend policy and business risk on the firm value partially. Thus, the study 
contributed evidence for the debate of existing relationships.  
Furthermore, this study contributed to the literature that has mixed results by 
proposing a capital structure as mediation. However, this study conducts relationship 
testing between variables linearly. Although this research can prove the role of 
mediation from the capital structure, a vast difference of results indicates the possibility 
of a relationship that is not linear. Further research can prove it empirically. On the 
other hand, this study used only the EBIT ratio as a proxy of business risk. Subsequent 
studies may be able to consider another proxy from Altman (1968) or develop more 
precise measurements, so this research becomes rich. 
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